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|. Introduction

Thank you, Mr. Chairman and Members of the Committee for the opportunity to speak with
you today about the Clear Skies Act of 2003. Based on one of the most successful programs created
by the Clean Air Act, Clear Skiesis a proposa to substantially reduce emissions of the three most
harmful pollutants from power generation —and to do so in away that is much faster and more efficient
than under current law. As President Bush said in the State of the Union Address, Clear Skies will
advance our god of “promot[ing] energy independence for our country, while dramaticaly improving
our environment.” The Adminigration is committed to working with this Subcommittee and Congress
to pass legidation thisyear. The widespread support for multi-pollutant legidation to reduce power
plant emissonsisastrong indicator that the time for action on this criticd issueisnow. Fallure to enact
Clear Skiesthis year will delay important public hedth and environmenta benefits.

This country should be very proud of the progress we have aready made in cleaning up our air.
Since the Clean Air Act wasfirgt enacted in 1970, we have reduced emissions of the Sx primary air
pollutants by 25 percent. During the same time period, the economy has grown significantly —the
Gross Domestic Product increased 160%; vehicle miles traveled increased 150%; energy consumption
increased 40%,; and the U.S. population increased 35%.

Although we have made much progress since 1970, we lill face mgor air quality chalengesin
many parts of the country. Clear Skiesis the most important next step we can take to address these
chalenges and achieve hedthy air and a clean environment for al Americans. Clear Skies would make
great srides towards solving our remaining air qudity problemsin away that dso advances nationd
energy security and promotes economic growth. 1t would reduce power plant emissions of SO2, NOx
and mercury by approximately 70 percent from today’ s levels and do it faster, with more certainty, and
at less cost to American consumers than would current law. Last year's EPA estimates project thet,
over the next decade, dl the programs of the existing Clean Air Act would reduce power plant
emissions of SO2 and NOXx by gpproximately 23 million tons. Over the same time period, Clear Skies



would reduce emissons of these same pollutants by 58 million tons—areduction of 35 million tons of
pollution that will not be achieved under current law*

When fully implemented, Clear Skies would prolong thousands of lives eech year, providing
billions of dollars in economic benefits, save millions of dollarsin hedth care cogts, and increase by
millions the number of people living in areas that meet our new, more stringent health-based nationd air
quality sandards. Clear Skieswould dso virtualy diminate chronic acidity in northeastern lakes,
reduce nitrogen loading in coastd waters, and help restore vishbility in our nationd parks.

The Clean Air Act has been, and continuesto be, avehicle for great progressin improving the
hedlth and welfare of the American people. The Clear Skies Act subgtantiadly expands one of the most
successful Clean Air Act programs — the Acid Rain Program — and reduces the need to rely on
complex and less efficient programs. The result would be significant nationwide human hedth and
environmentd benefits, certainty for industry, states and citizens; energy security; and continuing low
costs to consumers.

II. Clear SkiesProvides Significant Benefits

The heart of Clear Skiesis a proven cap-and-trade approach to emissions reductions.
Mandatory caps redtrict tota emissons and decline over time. Clear Skieswould continue the existing
nationa cap-and-trade program for SO2, but dramatically reduce the cgp from 9 million to 3 million
tons. Clear Skieswould aso use a nationd cap-and-trade program for mercury that would reduce
emissions from the current level of about 48 tonsto a cap of 15 tons, and would employ two regiona
cap-and-trade programs for NOXx to reduce emissions from current levels of 5 million tonsto 1.7 million
tons. The specific caps and their timing are set forth in Table 1.

1 Except where otherwise noted, the projected emission levels, costs and benefits in this testimony are all
based on analyses of the Clear Skies Act of 2002 conducted in 2002. EPA is currently analyzing the Clear Skies Act
of 2003 using updated modeling assumptions and other updated information. We expect that the new analyses will
be very similar to the 2002 analyses, but specific projections will likely change somewhat.
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TABLE 1. Clear Skies Emission Reductions Timetable

Clear Skies Emissions Caps Total Reduction at
Actual Emissions Full
in 2000 First Phase of Second Phase of I mplementation
Reductions Reductions

SO, 11.2 million tons 4.5 million tons 3 million tons 73%
in 2010* in 2018*

NO,** 5.1 million tons 2.1 million tons 1.7 million tons 67%
in 2008* in 2018*

Mercury 48 tons 26 tons 15tons 69%
in 2010 in 2018*

* Because sources can reduce emissions early, earn allowances for those actions, and use those allowances later, actual emission levels
will be higher than the cap in the first years of these phases.

** The NOx cap is divided between two zones with separate trading programs under each zone. Zone 1 includes the 31 eastern states
in the continental U.S. and eastern Texas. Zone 2 includes the remaining states participating in the WRAP process as well as
Nebraska, Kansas, Oklahoma, and some of Western Texas.

Although nationa in scope, Clear Skies recognizes and adjusts for important regiond
differences in both the nature of air pollution and the relative importance of emissions from power
generation. The eastern haf of the country needs reductionsin NOx emissonsto help meet the ozone
and fine particle gandards, which generdly are not an issue in the western hdf of the county (with the
exception of Cdifornia, which does not have sgnificant emissons from exigting cod-fired power
plants). The western hdf of the country needs NO, reductions primarily to reduce the regiona haze
that mars scenic vistas in our national parks and wilderness areas, and the nitrogen deposition that
harmsfragile forests. Recognizing these regiond differences, Clear Skies would establish two trading
zones for NO, emissions and prohibit trading between the zones to ensure that the critica hedth-driven
godsin the East are achieved.

Clear Skies aso recognizes the specid vishility protection measures that have been developed
by dtates participating in the Western Regiond Air Partnership (WRAP). Clear Skies would essentidly
codify the WRAP s separate SO, backstop cap-and-trade program, which would come into effect
only if the WRAP states did not meet their 2018 SO2 emissions targets.

Finally, Clear Skies requires tough, technol ogy-based new source stlandards on al new power
generation projects and maintains specia protections for nationa parks and wilderness areas when
sources locate within 50 km of "Class " national parks and wilderness aress.

Significant Public Health and Environmental Benefits



The public hedth and environmenta benefits of Clear Skies present compelling reasons for its
immediate passage. EPA projects that, by 2010, reductions in fine particle and ozone levels under
Clear Skieswould result in billions of dollarsin hedth and vishility benefits nationwide each year,
including as many as 6,400 prolonged lives. Using an dternative methodology, 3,800 lives would be
prolonged by 2010. Under EPA’ s base methodology for calculating benefits, Americans would
experience sgnificant benefits each year by 2020, including:

. 12,000 fewer premature deaths (7,000 under an dternative anadyss),

. 11,900 fewer vidts to hospitals and emergency rooms for cardiovascular and respiratory
symptoms,

. 370,000 fewer days with asthma attacks, and

. 2 million fewer lost work days.

Using the dternative methodology, by 2020 Americans would experience 7,000 fewer premature
deaths each year.

Methodologies do not exigt to quantify or monetize al the benefits of Clear Skies. Still, itis
clear that the benefits far exceed the costs. EPA egtimates that the health benefits we can quantify
under Clear Skies are worth $93 billion annualy by 2020 -- subgtantialy greater than the annual costs
of gpproximately $6.5 hillion. An dternative approach projects annud hedth benefits of $11 billion,
dill sgnificantly outweighing the costs. The Agency estimates an additiona $3 hillion in benefits from
improving vighility a select National Parks and Wilderness Aress. These estimates do not include the
many additiona benefits that cannot currently be monetized but are likely to be significant, such as
human hedlth benefits from reduced risk of mercury emissions, and ecologica benefits from
improvements in the hedlth of our forests, lakes, and coastal waters.

Clear Skieswould achieve most of these benefits by dramaticaly reducing fine particle pollution
caused by SO2 and NOx emissions, which is ayear-round problem. Of the many air pollutants
regulated by EPA, fine particle pollution is perhaps the grestest threet to public hedth. Hundreds of
sudiesin the peer reviewed literature have found that these microscopic particles can reach the degpest
regions of the lungs. Exposure to fine particles is associated with premature desth, aswell as asthma
attacks, chronic bronchitis, decreased lung function, and respiratory disease. Exposureis aso
associated with aggravation of heart and lung disease, leading to increased hospitdizations, emergency
room and doctor vidits, and use of medication.

By reducing NOx emissions, Clear Skies aso would reduce ozone pollution in the eastern part
of the country and help keep ozone levels low in the western portion of the country.  Ozone (smog) isa
sgnificant hedth concern, particularly for children and people with asthma and other respiratory
diseases who are active outdoors in the summertime. Ozone can exacerbate respiratory symptoms,
such as coughing and pain when breathing deeply, as well as trandent reductionsin lung function and
inflammation of the lung. Ozone has aso been associated with increased hospitdizations and



emergency room vists for respiratory causes. Repeated exposure over time may permanently damage
lung tissue.

Current estimates indicate that more than 350 counties fail to meet the health-based fine
particle and ozone stlandards. Asaresult, 45% of dl Americanslivein counties where monitored air
was unhedithy at times because of high levels of fine particles and ozone? Clear Skies, in combination
with existing control programs, would dramatically reduce that number, as shownin Figure 1. In aress
where attainment is not projected, Clear Skieswould assist those areas in addressing the air quality
problems. Even counties currently measuring attainment would benefit from the reductions under Clear
Skies. Throughout the West, Clear Skies would hold emissions from power plantsin check, preserving
clean ar in high-growth areas and preventing degradation of the environment, even as population and
electricity demand increase.

[See Attached Figure 1, Widespread Attainment with Fine Particle and Ozone Standards]

Clear Skieswould aso reduce mercury emissions from power plants. EPA isrequired to
regulate mercury because EPA determined that mercury emissions from power plants pose an
otherwise unaddressed significant risk to health and the environment, and because control optionsto
reduce thisrisk are available. Mercury, a potent toxin, can cause permanent damage to the brain and
nervous system, particularly in developing fetuses when ingested in sufficient quantities. People are
exposed to mercury mainly through eating fish contaminated with methylmercury.

Mercury is released into the environment from many sources. Mercury emissonsarea
complex atmospheric pollutant transported over locd, regiond, nationd, and globa geographic scaes.
EPA edtimates that 60% of the mercury fdling on the U.S. is coming from current man-made sources.
Power generation remains the largest man-made source of mercury emissonsin the United States. In
1999, coal-fired power plants emitted 48 tons of mercury (approximately 37% of man-made total).
These sources dso contribute one percent of mercury to the globa poal.

Mercury that ends up in fish may originate as emissionsto thear. Mercury emissons are later
converted into methylmercury by bacteria Methylmercury accumulates through the food chain: fish that
egt other fish can accumulate high levels of methylmercury. EPA has determined that children born to
women who may have been exposed to high levels may be at some increased risk of potentia adverse
hedth effects. Prenatd exposure to such levels of methylmercury may cause developmenta delays and

2 These numbers are based on the most current monitori ng data available to EPA. It ismore current than
the data that was available at the time that EPA conducted its analyses last year of the Clear Skies Act of 2002. The
newer data confirms that we have serious air quality problemsin many counties, but it shows improvement -- fewer
counties violating the ozone and fine particle standards. Asaresult, compared to last year’s analyses, the new
analyses may show less residual non-attainment (counties out of attainment in 2010 and 2020).
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cognitive impairment in children. Clear Skieswill require a 69% reduction of mercury emissons from
power plants.

In addition to substantid human hedlth benefits, Clear Skies would adso deliver numerous
environmenta benefits. For example, under Clear Skies, we project that 10 million fewer pounds of
nitrogen would enter the Chesapeake Bay annualy by 2020, reducing potentia for water quality
problems such as dgae blooms and fish kills. In fact, the Chesapeske Bay States, including NY, VA,
MD, PA, DE, WV and DC, recently agreed to incorporate the nitrogen reductions that would result
from Clear Skieslegidation as part of their overall plan to reduce nutrient loadings to the Bay. Clear
Skies would aso accderate the recovery process of acidic lakes, virtualy diminating chronic acidity in
many Northeastern lakes. For decades fish in the Adirondacks have been decimated by acid rain,
making many lakes completely incapable of supporting populations of fish such as trout and smalmouth
bass. The Acid Rain Program has alowed some of these lakes and the surrounding forests to begin to
recover; Clear Skieswould achieve additiona needed reductions. Clear Skieswould also help other
ecosystems suffering from the effects of acid deposition by preventing further deterioration of
Southeastern streams. Findly, Clear Skies would improve visibility across the country, particularly in
our treasured nationa parks and wilderness aress.

Clear Skiesis designed to ensure that these public heath and environmentd benefits are
achieved and maintained. By relying on mandatory caps, Clear Skies would ensure that total power
plant emissons of SO2, NOx and mercury would not increase over time. Thisisadidtinct advantage
over traditional command-and-control regulatory methods that establish source-specific emisson rates
but which alow total emissonsto increase over time. Like the Acid Rain Program, Clear Skieswould
have much higher levels of accountability and transparency than most other regulatory programs.
Sources would be required to continuously monitor and report al emissions, ensuring accurate and
complete emissonsdata. If power plants emit more than alowed, financid pendties are automatically
levied —without the need for an enforcement action. More importantly, every ton emitted over the
alowed amount would have to be offset in the following year, ensuring no net environmental harm.  This
high leve of environmenta assurance israre in existing programs, Clear Skies would make it a halmark
of the next generation of environmenta protection.

Reasonable Costs and Energy Security for Consumersand Industry

The President directed us to design Clear Skiesto meet both our environmenta and our energy
gods. Under Clear Skies, eectricity prices are expected to remain at or below current levels over the
next decade. Our extensive economic modeling of the power industry looked at a broad array of
factorsto gauge the effects of Clear Skies on the energy industry —and they al show that cleaner ar
and energy security can go hand-in-hand.

Clear Skies would maintain energy diversity. With Clear Skies, cod production for power



generation would be able to grow by dmost 10 percent from 2000 to 2020 while air emissons are
sgnificantly reduced. EPA’s extensive economic modding for Clear Skies demondtrates that the
proposal’ s emisson reductions would be achieved primarily through retrofitting controls on existing
plants. Clear Skies stimeframe and certainty enable the power sector to meet aggressive emisson
reduction targets without fud switching. Thisisimportant not only to power generators and their
consumers who want to continue to rely on our most abundant, reliable, affordable and domestically
Secure source of energy, but aso to other consumers and industries whose livelihoods could be hurt by
arisein naturd gasprices. Our andyss shows that Clear Skies would not cause a significant increase
in natura gas prices.

Under Clear Skies by 2010, about three-fourths of U.S. coa-fired generation is projected to
come from units with billions of dollars of investment in advanced SO2 and/or NOx control equipment
(such as scrubbers and Sdlective Cataytic Reduction, which also substantialy reduce mercury
emissions). In 2020, the percentage is projected to rise to 85 percent. Cost effective strategies and
technologies for the control of sulfur dioxide and nitrogen oxides emissons exist now, and — thanksin
good part to the Clear Skies market-based system — improved methods for these pollutants, and for
mercury, are expected to become increasingly cost-efficient over the next severd years. Infact, the
Ingtitute of Clean Air Companies forecasts that the U.S. markets for most technology sectors will
remain fairly strong, adding momentum to the air pollution control technology indusiry. We expect that
the Clear Skies Act will provide greet benefits to American jobs in the engineering and congtruction
industries.

One of the key reasons Clear Skieswould be cogt-effective isits reliance on cap-and-trade
programs. Likethe Acid Rain Program upon which it is based, Clear Skies would give industry
flexibility in how to achieve the needed emission reductions, which alows industry to make the most
cogt-€effective reductions and pass those savings on to consumers. Power plants would be alowed to
choose the pollution reduction strategy that best meets their needs (e.g., ingtaling pollution control
equipment, switching to lower sulfur cods, buying excess dlowances from plants that have reduced
their emissons beyond required levels). Likethe Acid Rain program, Clear Skiesincludes banking
provisions, enabling companies to save unused alowances for future use. Banking crestes atangible,
quantifiable, economic incentive to decrease emissions beyond adlowable levels, which EPA projects
will result in significant early benefits due to over-compliance in the initid years, particularly for SO,. It
aso leads to gradua emissions reductions over time, and therefore aless disruptive trangtion to tighter
emission controls needed to address lingering problems. Based on past experience under the Acid
Rain Program, by placing amonetary vaue on avoided emissons, Clear Skieswould stimulate
technologica innovation, including efficiency improvements in control technology, and encourage early
reductions.

Assistance to State and L ocal Gover nments



Under the current Clean Air Act, state and local governments face the daunting task of meeting
the new fine particle and ozone standards. Clear Skies would substantidly reduce that burden. By
making enormous strides towards attainment of the fine particle and ozone standards, Clear Skies
would asss gate and loca governments in meeting their obligation under the Clean Air Act to bring
aress into attainment with these health-based standards, and provide Americans with cleaner air.

Clear Skies assstance to states goes beyond ensuring that power plants will reduce their
emissons. Clear Skies rdlies on acommon-sense principle—if alocd air qudity problem will be
solved in areasonable time frame by the required regiona reductionsin power plant emissons, we
should not require local areas to adopt local measures. Under Clear Skies, areas that are projected to
meet the ozone and fine particles standards by 2015 as aresult of Clear Skies would have alegd
deadline of 2015 for meeting these standards (i.e., will have an attainment date of 2015). These areas
would be designated “trangitional” areas, instead of “nonattainment” or “attainment,” and would not
have to adopt loca measures (except as necessary to quaify for trangtiona status). They would have
reduced air qudity planning obligations and would not have to administer more complex programs, such
as trangportation conformity, nonattainment New Source Review, or locally-based progress or
technology requirements in most circumstances.

[11. Improving the Clean Air Act With Clear Skies

Clear Skies would improve the Clean Air Act in anumber of ways. 1t would build on the
proven portions of the Clean Air Act — like the nationd ambient air quality standards and the Acid Rain
Program — and reduce reliance on complex, less efficient requirements like New Source Review for
existing sources. The mandatory emissions caps at the heart of Clear Skies guarantee that reductions
will be achieved and maintained over time. In contrast, uncertainties with respect to regulatory
development, litigation, and implementation time make it difficult to estimate how quickly and effectively
current regulations would be implemented under the current Clean Air Act. Theleve of SO2 and NOx
reductions we expect over the next decade with Clear Skies legidation could not be achieved under the
exiging Act. After that, we know that Clear Skies would achieve sgnificant reductions, while both the
timing and leve of reductions under the current Clean Air Act are unclesr.

Early Reductions

One of the mgjor reasons we need Clear Skies now isthat adoption of Clear Skies would
provide greater protection over the next decade than the traditional regulatory path. The Clear Skies
Act will result in significant over-compliance in the early years, particularly for SO2, because sources
are alowed to bank excess emissions reductions. For reasons described below, our andysesindicate
that the cumulative SO2 and NOx emissions reductions achieved by Clear Skies over the next decade
would not be achieved in the same time frame under the current Clean Air Act. Last year'sEPA
estimates project that power plants would emit 35 million fewer tons of NOx and SO2 over the next



decade under Clear Skies than they would under the current Clean Air Act —this more than doubles
the reductions otherwise expected and would ensure significantly larger human heath and environmenta
benefits. Our andys's suggests that the amount of pollution controls thet the industry will have to ingall
under Clear Skies over the next decade will stretch the limits of available labor and other congtruction
resources, but can in fact be accomplished while maintaining energy rdliability and continuing the
downward trend in electricity prices.

L egidation Now | s Better than Regulation Followed by Yearsof Litigation

Evenif Clear Skiesisnot passed by Congress, power plants will be required to reduce their
emissions of SO2, NOx and mercury. Thereis no more cost effective way than Clear Skies to meet
the requirements of the current Clean Air Act or to achieve our public hedth and environmenta goas.
We know that, absent new legidation, EPA and the states will need to take a number of regulatory
actions, athough it is unclear now when the requirements will comeinto effect or what their control
leveswill be.

Clear Skies has severd benefits over the regulatory scheme that will otherwise confront power
generators. Clear Skiesis designed to go into effect immediately upon enactment. Power plants would
immediately understand their obligations to reduce pollution and would be rewarded for early action.
Asareault, public hedlth and environmenta benefits would begin immediately. Given Clear Skies
design, it isunlikely that litigetion could delay the program (particularly since Congress would decide the
two mogt controversid issues — the magnitude and timing of reductions). In contrast, under the current
Clean Air Act, power plants would not know what their obligations would be until after EPA and Sates
darted and completed numerous rulemakings.

Past experience suggests thet litigation delays on the regulatory path are likdly. Our experience
with two cap-and-trade programs — the legidatively-created Acid Rain Trading Program and the
adminigratively-created NOx SIP Cdl —illustrates the benefits of achieving our public hedth and
environmenta gods with legidation rather than reying solely on exigting regulatory authority.

Though we project agreet ded of benefits will arise from implementation of the NOx SIP call,
the journey has been difficult and isnot yet over. The NOx SIP cal was designed to reduce
ozone-forming emissons by one million tons across the eastern United States. The rulemaking was
based on consultations begun in 1995 among tates, industry, EPA, and nongovernmental
organizations. A federa rule wasfindized in 1998. Asaresult of litigation, one state was dropped
and the 2003 compliance deadline was moved back for most states. Most States are required to
comply in 2004, dthough two states will have until 2005 or later. Meanwhile, sources in these states
continue to contribute to Eastern smog problems.  Although the courts have largely upheld the NOx
SIP Cdl, the litigation is not completely over. Industry and state chalenges to the rules have made



planning for pollution control ingtalations difficult, raised codts to industry and consumers, and delayed
hedth and environmenta benefits.

In contragt, reductions from the Acid Rain Program began soon after it passed (even before
EPA findized implementing regulations). There were few legd chalenges to the smal number of rules
EPA had to issue — and none of the challenges ddayed implementation of the program.  The results of
the program have been dramatic — and unprecedented. Compliance has been nearly 100 percent.
Reductions in power plant SO2 emissons were larger and earlier than required, providing earlier human
hedlth and environmenta benefits. Now, in the ninth year of the program, we know that the greatest
S0O2 emissions reductions were achieved in the highest SO2-emitting states; acid deposition
dramatically decreased over large aress of the eastern United States in the areas where they were most
critically needed; trading did not cause geographic shifting of emissons or increases in locdized
pollution (hot spots); and the human hedlth and environmenta benefits were ddlivered broadly. The
compliance flexibility and alowance trading has reduced compliance costs by 75 percent from initia
EPA edtimates.
[ See 2001 Acid Rain Program Progress Report submitted for the record.]

It is clear from this example that existing regulatory tools often take considerable time to
achieve sgnificant results, and can be subject to additiond years of litigation before sgnificant emissons
reductions are achieved. Under this scenario, there are few incentives to reduce emissions until rules
arefind and litigation is complete, posng potentialy sgnificant ddays in achieving human hedth and
environmenta benefits.

The Clean Air Act contains severa provisions under which EPA will be required to impose
further emission controls on power plantsin order to alow states to meet the new nationa ambient air
quaity standards (NAAQS) for PM2.5 and ozone. For example, Section 126 of the Clean Air Act
provides a petition process that states can use to force EPA to issue regulations to reduce emissions of
S0O2 and NOX from upwind sources, including power plants. A number of Sates have indicated that
they intend to submit Section 126 petitions in the near future. However, compared to Clear Skies, this
approach will dmogt certainly involve years of litigation and uncertainty about reduction targets and
timetables.

Additiona reductions are required from power plants through the regiona haze rule sBART
(Best Available Retrofit Technology) requirements and forthcoming mercury MACT (maximum
achievable control technology) requirements. EPA isrequired to propose by the end of 2003 aMACT
standard for utility mercury emissions that must be met, plant-by-plant, by every cod-fired utility with
unit capacity above 25 megawatts. EPA isrequired to findize thisrule by the end of 2004. The Act
generdly gives sources three years within which to comply with MACT gandards. This compliance
obligation could be delayed by acourt if EPA’sruleis challenged.
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Because these regulations will be the product of separate federa, state and judicial processes,
comparable hedth and environmenta protection islikely to cost more under the current Clean Air Act
than under Clear Skies. EPA estimates that a comprehensive, integrated approach relying on cap-and-
trade programs could reduce costs by one fourth as compared to the regulatory approach achieving
comparable emission reductions. These cost savings would be passed on to the public through lower
electricity prices and greater profitability to investors and owners of eectric generation.
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New Sour ce Review

Some have suggested that Clear Skiesis an attempt to undermine the Clean Air Act. Thisis
amply not true. To achieve the next generation of environmenta progress, we must build on the
successful provisonsin laws that have served us well —and learn from those provisions that have not
served uswdll, or have had only limited success. New Source Review (NSR) isan example of a
program that EPA and stakeholders have long recognized is not working well.

There is a misconception that the principle god of the NSR program is to reduce emissons from
power plants. Thisissmply incorrect. Reducing emissons from power plantsis the principle god of
Clear Skies. The NSR program istriggered only when facilities emitting large amounts of ar pollution
are built, and when modifications at these facilities result in Sgnificant increasesin air pollution. The NSR
program is not designed to result in nationwide reductions of ar pollution from power plants. When it
comes to reducing harmful air emissions from power plants, Clear Skies would accomplish more than
NSR.

Clear Skieswould significantly modify the NSR program for power plants, but contain some
important backstops. We expect that existing power plants would not have to go through NSR for
modifications. New sources would no longer have to go through the entire NSR process, but some
aspects of the process would still gpply. Although we believe that with atight cgp on emissions, new
sources will dways ingtal good controls, we did not want to run the risk that a new source would be
uncontrolled. Therefore, as a backstop, Clear Skieswould require al new power plants to meet New
Source Performance Standards that are set in the statute.

In addition, new power generators locating within 50 km of aClass| area (e.g., nationd parks
or wilderness areas) would still be subject to the current NSR requirements for the protection of those
aress. Findly, new power plants will dso have to meet the current NSR requirements that they will not
cause or contribute to a violation of the national ambient air quality standards.

V. Window of Opportunity

Because of the lessons learned over the last decade, thereis increasing support for legidation
such as Clear Skies that would significantly reduce and cap power plant emissons and create a
market-based system to minimize control costs. From environmental groups to coal companies, thereis
increasing broad-based support demondtrating that multipollutant legidation is a preferable path to
cleaner air. Such an approach would address an array of air pollution concerns associated with power
generaion -- including fine particles, smog, mercury deposition, acid rain, nitrogen deposition, and
vighility impairment -- a lower cost and with more certainty than currently dlowed by the Clean Air
Act.

The Acid Rain Program is widely accepted as one of the most effective air pollution programs
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ever adopted and has consequently attracted worldwide attention and emulation. The Program's track
record has encouraged Congress to consider broader applications of cap-and-trade programs to
address multiple air pollutants. The common eements of the proposas considered by Congress are
mandatory cgps on emissons of multiple pollutants from the power generation sector, implemented
through alowance trading programs modeled after the Acid Rain Program.

Thereis no better time for Congress to be consdering multipollutant legidation. President Bush
has indicated that Clear Skiesis histop environmental priority. The number of proposds being
considered by Congress aso indicates a consensus behind the basic idea of a multipollutant
cap-and-trade approach. The Large Public Power Council, Edison Electric Ingtitute, Adirondack
Council, and numerous individud utilities have al expressed support for the scope and framework of
Clear Skies. If legidation passes quickly, we will begin achieving emissions reductions and related
hedlth benefits now. Congress needs to act now so that we do not lose a decade’ s worth of hedlth and
environmenta benefits from reducing fine PM pollution, smog, acid deposition, nitrogen deposition, and
regiona haze. Further, as EPA continues to implement additiona forthcoming regulations under the
exiging framework of the Act, the likdihood of our ability to pursue an integrated program diminishes—
and with it diminish the numerous advantages thet | have delinested today of an gpproach like Clear
SKkies.

Legidation is dso needed now to hdp sates with their air quality planning and provide incentives
for industry innovation, which, in turn, would lower costs and emissions. Such incentives are particularly
compdling this year as we gpproach the task of reducing mercury emissions from the power industry. If
designed correctly, legidation could provide the incentive that spurs technologica innovation. When
sringent yet flexible mechanisms exist, subgtantid technologica improvements and steedy reductionsin
control costs can be expected to follow.

Congress obvioudy has much to congder as it weighs Clear Skies and other multipollutant
proposas this year. We anticipate and welcome a rigorous and hedlthy debate on these issues.

13



